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PREFS CE 


This paper hss been prepsred for suomission to Dr. A, 
Rex Johnson, George “ashington University as a term paper for the 
1955 fall term of the Navy Graduate Course in Comptrollership. 
Pecamoceor une time slement this paper is not, nor is 
intended to be exnaustive; compliste volumes neve been written 
aoout most of the individual facets of budgeting. An attempt is 
merely mede here to examine just how ‘udgets sare usej as controls, 


1 


in view of the new concept called “controllership," and to draw 
some comparisons between business and government. 

No claim of originality is msde; what thoughts are cone 
tained in this psper have been generatei by the course of instruce 


meen, credit for sources of information have been given in the 


footnotes wherever possible. 
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Co@rirak I 
BLDGETS AND CONTROLS 


“Webster rather loosely aefines s budget as "a financial 
, 7 
statement of estimated income and expenses." Even more loosely 


Ume term is often used to denote the cost of operations or simply 


os 


mae cost of living. The budget has grown in complexity as it has 
grown in importance, particularly as regards budgets for brvsiness 
and industrial enterprises; as a consequence many more comprehen- 
Sive definitions nave been offered by various suthors. 

David R. Anderson calls a budget "s summary in financial 
terms of the standards of performance established for sll departe 
ments of a business."“ 4. 4. Seaff in Finsncial Flanning snd 
Long Term Forecasting, says nore simply that a oudgst {ts 9 coore 
omeerees plan for the operation of - business.© Bradshaw and Hull 
say “Properly prepared 9 budget is 9% coordinated operating plan 


4 
expressed in financisl terms."* There are a host of other defie 


nitions but none that differ essentislly fron those given. 





1, verriam “ebstor, “ebsters New Collegiate Dictionary 
(New York: G. and C. “erritam Co., 1950). 

“David R. Anderson, Practical Controllersnip (Ciic%go: 
mecmerad D. Irwin, Ine., 1949) p. 102. 

ST illian Doris (ed.), Corporate treasurer's and Control- 
ler's Handbook (New York: Prentice-Hall, lieveuey TISPy, Pe 54. 

47 .F. Bradsnay ond C.C. Hull, Controllershnina gam Boiein 
Management (Chicago: Richard D. Irwin, Inc., 1650), p. 45. 
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Budgets must be formulnted sand then siministered. In 
both processes tney sre contributing to the desired end: control; 
but being inanimats, they do not control, but are only the essential 
tools to effect control. It wovld be nore saprproprist?s to sey that 
budgets arg a means of *ssuring that setions conform to plans. 
They sre ey ce for measuring sctions.l 

Before discussing control it mignt be well to determine 
exactly what ve mean by “control”. Here sgain ve find that standard’ 
G@ietionsry definitions do not meet our reguircments as its true of 
So Many terms that have taken on special meanings. “dward Shipner 
says that control is 2n act of msnagement--tne informetion neces- 
Sary to exercises control--must be available not only for snalysis 
of the present and past, but for looking into the future. 
dames L. Peirce defines control 1s ths presence in a 


business of tnst force ynich guides it to 92 predetermined obiective 


3 This ssme 


by mesns of predetermined policies snd decisions. 
@atnor in snother article ssys that control is a dtsciplined effort 
bO fOllow 2 plen or explain jJeviations from it.e* fArnoli F. Emeh 
defines control ss the making of decisions and trking actions ree 


Seared OY the responsibilities of esch executive according to the 
o 


| 


requirements of 41s position. 











larnold F. neh, "Control Means ‘etton,” The Controller, 
fgust, 1950, p. 

“mdword Snhiprer, (4 Veriable Bude@st, Installation for 
Control Surposes,” The Controller, “ugust; 1955, p. 370. 


“James L: Peiree, "The rlanning and Control Concent, 
Boe, Controllem, September, 194, p. 403. 
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4yomes L. Peirce, “ihe “udget Comes of ‘ge," Harvard 


Business Revisw, May-June, 1904, p. Gl. 


> Z aa 
“aprogd F. Bmnch, ‘Control Means ‘ctton," 


Review, July-fugust, 1954, p. 94, 


IIarvard Business 
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3 
The sbove definitions of control reliste primarily to 


business snd industry. *ssentislly budgets sre controls, or tne« 
strurients of control, in that they are plans of operation agsinst 
Wnich actual results can be compared, and appropriate action 
taken. Budgetary control, or the manner in whtch tne budget funce- 
tions ss a control in government is of 93 rather different nature 


eng will be discussed in Cnapter III. 


CHAPTER II 


pUye@nto “8S CONTROLS IF JHDUSTRY 


Oo 


udgets are sometimes confusea with forecasts; they are 
seperate entities slthough tney have certain things in common. 
Actually the forecast of sales volume is the basic tning upon which 
the various budgets sre predicated. Seles forscasts can be pree 
pared in many ways; probably the most common is to have the sales 
personnel make their own predictions and modify them with the 
judgements of top management aided by the prediction of the com- 
meee or Other economists. In the words of H. H. Scaff: 


Business forecesting is tne calculation of reasonable 
proobwMbilities about the future, based on the analysis of all 
the latest relevant information by testsc and logicsily sound 
statistical and econometric techniques, interpolsted, modified, 
and applied in terms of an executives nersonal judgement snd 
special knowledge of nis own business. 


David R. Anderson, the controller of the Kendall Corpora- 
Giom sams up the budget preparetion policy as follows: 


The budget usvally starts with a forecast of seles and 
sales income; a plan of production ts ieveloned to meet the 
requirements of tnis sales forecast snd sstimstes are made 
ef the costs of the foods to be sold, the quventities sand 
ime Of the inventortes to be carrisd, and the purchases of 
meverisis, weges of lebor, and other fectory exuenditures re- 
quired to meet the production scheivle. Phe selling and dis- 
tributive expenses necessary to obtsin the budgeted sales end 
Bo déliver the goods to the customers sre estimated, and 71s0 
the costs of sdmi’ istration, and the general and corporate 
SxPenses of tne business. All theme sctivitties ere planned 











Iziljien Doris (ed.), Corporate tressurer's and Controle 
ler's Handbook (New York: Prentice-Hall, Inc., 1951), p. 57. 
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6 
a2 Bed@tion to each other, snd psrticulsrly in relation to 
the seles foreenst, and, if the fob *s well and thoroughly 
oome, FNS completed oudest meets the definitions of "a 
coordinated plan for operntion of the business. * 
‘lien H. Ottmen lists five steps in budgetary control: 
(1) Forecasting, (<) Establisning the aprroved budgets, (3) Col- 
lecting data and reporting on actual performance, (4) Measuring 
any variance of sctual from budgeted performance and analyzing tne 
reasons or causes, and (5) Determining the necessary corrective 
action to reduce or eliminate the cause of tne variances, instituting 
@orreccive action,eni following up.© 
ine Eirst two steps occur prior to any functioning op ae 
budget ss » control. tlhe last three steps summarize briefly the 
actions taken in connection with budgets which constitutes control. 
As stated by Heckert and “ilson: “once tne budget is approved the 
Dimoemess enters 2 new phase, the budget must be sattrined; the snip 


must be kept on course! 


Thus the budget becomes a tocol of control. 
7ns various budgets which sre usé6éa ss controls in business 

Mili be briefly discussed individually. One factor must be common 

to all nowever, if tney are to function 3ffectively srd that face 


~ 


tor is flexibility. lo establish » buiget and atbterpt to adnere 
mmueculy bO it in the face of sometimes radically changing con= 


ditions would be foolhardy. "The primary reason for injecting 











Upavid R. An@ersoan, aoe Gontrollership (Chicago: 
“Richord vs tewin, Inc., 1949} p. 108. 
“L4llien Doris (eom.), seat freasurer's ws Controle 
ler's Handbook (New York: Prentice-Hall, Inc., 1951), 99, 
“Heckert and “ilson, Business sudgeting and PP ise 
York: Ronald Press Company, 1955) p. 46. 


New 
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Pex bulity into @ budget is se thet the budget may «ffectively 


serve the purpose cf controlling operations."1 
Devid R. “nderson has ths folloving concent: 


Flexibility in the financial budget can be obtained by 
frequent revisions, or by the prenaration of two or more 
complete slternativ> buugets at difrerent levels of volume, 
pnd for some departments of the business it may be possibile 
Co cOmstruet m completely flexible budget. Thus, the budeee. 
witnout pretensions to sicecvracy serves ss 1 base to whieh 
emwecutive planning snd thinking ean be related, end from which 
variations can be nonsured »s conditions change. 


The sane ruthor also sys: 

To secure tne maxivun benefit from the budget it should 
be used as 9 yardstick for tne measurement of the sffective- 
ness of the sctual onvernations, and it snoulu be revised of- 
jen enougn to 02 a ‘live! daocurent--that is--often snough to 
reflect current management planning.®& 

peme industries prepers slternavm budgets for various 

levels of production or sales out the consensus of most suthor- 
Mmewen 1S that © properly prepare: budget ean oe sufficiently Piexz= 


moe 8nd that Altornate budgets sre undesirable in tna 


om 


Q. 


(ay 


tisy 


ct 


tO encournge deviation from planned porformance. 

A discussion of cudgets as » control must include soms 
Mee 1On Of the centroller, in seme companies cslied the comptroliag 
meee cussion of his role and responsibilities would fill a books 
aa when completed the book would surely be nighly controversial. 
There ere ss many concepts of the controller's job as there sre 


Gompanies. YVany companies io not even nave = controller, but in 








lHeekert ana Wilson, sWsamess sudeeting and Coniieol 
(New York: Renald Fress Compeny, 1955) p. 54. 






“David R. Anderson, Practical Controllorship (Chicago: 
Bveeprd Db. Imwin, Inc., 1949) ». 107. 


3 a . 4 
David R. ‘Anderson, Fractical Controllérsatp (Chictgo: 


re cn na a AE ? 


Riehard D. Irwin, Ine., 1949) p. 104. 
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7 
any comp*ny wnich ‘udgets, tne fPu.nction of «waking the budget work 


as 2 control is slways carried cut by someons 
Eeas penporelly comee@ei that one function which dm@i— 
nitvely belongs to the controller 4s tne collecting of data@ and re- 


*™ 


Perting on actual performance. Ooliection cf data must be done 


t— 
j-4 


° “ 


by some system of reports. "Reports are tne medium cf buuget 


anforcenent. "+ 


James L. reirce ssys: 


The hard core of rSporting is compsrison of actual with 


planned performance, ir sufficient detail that every fraction 
Of the operation, end thereby tne wnole, may be controlled. 


ne details of the many budgat reports will not be dis- 


Pe, 


cussed but a representstivse list which might be used in 9 lenge 
meowiction industriel concern is given: 


seles srdget Report 

Inventory 3udeet Report 

Cost of Production sudget Report 

Orders neecsived and Shipments Budget Revort 
Fectory Yepsartyental Cost Budget Rsports 
selling Expenses budget Report | 
udvertising axpense Gudget Report 
‘dministrative axpense suigst Report 
Operating Income end Expenses sudget Report 
Profit and Loss budget Report 

Gein or Loss in GCortrol Report 

Capital Expense sudget Report 

Cash sudget Reports 


The reports reqvired for any particular company will vary 
With the nature of the business, its size, snd ths needs cf its 


Memnegement. The controller, or wnoever carries out his 


Irpgllian woris (ed.), Corporate ‘renismrer 's and Vontrol= 
ler's Handbook (New York: Prentic3- wil, Inc., 1¢57 ee n., Leen 
“James I. Peirce, "The Planning and Control Concept,” 
meer Controllem, ~eptsomber, 1954, py» 40%. 


SLillion Doris (ed.), Corporate treasurer's and Controle 
ler's Handbook (New York: Prentice-Hall, Inc., 1951), p. 
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responsibilities should frequently review sll revorts required to 
ensure thet they are really needed, :s unnecsssary reports are on 
annoyance *s "ell *S an unnecessary expense. 

Once the data hns oeen collected by means of ths reports, 


To @An be enalyzed and veriances from budget determined. This 


ra 
5 


ad 


Broeeess is'e function of the controller. In nost corporstions 
where the position of controller exists, it is his job to get the 
imrormsation, study and enslyze it, determine variations from 
budgct, determines reasons for vartation insofar as possibis, and 
interpret and present the data to top mansgement. Then the taking 
Ore tie necessary eqrrective actior nd following through is the 
meoeor the iine operating personnel. 

some companies prepares - profit and loss bovdget, while 
others do rot, snd many take stens sorewhat in between. The EH.I. 
Peon de Nemours Company, for example, plans on a certain pere 
See Of LDrofit based on the capital investment in the individual 
enterprise, and a budget is madeup to mest this required profit. 
fee 8nd O nAtlroad on tne other hand does not ptterpt to budget & 
Other companies which do not have an setusl profit and loss budget, 
keep 1 very close cneck on earnings, snd relate net earnings (be- 


fore taxes) to shares of stock, soretires on a basis as frequently 


28 once per week. 
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lagdress by Wr. eG. sovlton, Controller of intarpnationmg® 


PvSsiness Machines Co. to toe Navy Graduate Comptrollersnin Clsss, 
George “ashington University 

“adress by Mr. Reger F. Brown, Controller of tne C. and 
O. Ratlroad to the Navy Graduate Calitrollorshitp Cilmi, Veorge 
paanineton University 
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fithough specific profit and loss buegets may not bé 
Meenvei“ed, some sort of financinrl planning aust take plece. H. 


H. oceff in rinanciel Plenning snd Long term Forecasting s 


Gis 


ates: 
SInencial planning may be uefired es the preparation 
and translation of the short and long term plans ond pro- 
grams of business into terms of the funds (money) neaded to 
consummate sucn plans nj programs, the subsequent determina- 
Peete: UAC SHOnL Fesirabic scridtecononical Ways to ActHIIHe 
eceh funds, the control over the exvenditure of the funds, 
ana the #prpaisal of the results obtained from these sx- 
mpenaitures.~ 

ine Oo BWerot.--Tns sgsles vudect ts often the see cae 


a 


+ 3, F ya) 
tne s3sles 2foree2 


( 


Ct. olss dudgets are prepared in different ways, 
me ogeered by differsnt businesses snd the policies of manngé= 
ment. Generally, hnowsver, estimates are prepered py the low#er 


@e@es Ons it the sales department, nodified by the judgement and 


‘per 


= 


expsrierce of senior 


<P 
ee 
iD 
© 


ves, and then redatued to e@Oonom icon = 


s to have 2 trend chart of s2les of 


rte 


@ayers. ‘\ common practices 
certain types of products ard to compare these trend charts with 
trend charts prepared by professionals for business ss a whole. 


ote re wsueally budgeted both oy units and by Belles: 


je 
cr 


Pomeowdest in dollwrs is not necessarily the criterion beesuse o 
mers tO s@li the budgeted number of high profit items will not 
be compensated for by sdditional ssles of low profit items. the 


Unit sles ocudget is important because it reflects what must be 


produced or processed physically by tne coupany Jurins the budget 


F) 


Beriod. tnis, of course, must be rslitedgd to plant capacity snd 


P erroer of other items. 








Irgilian Doris (¢4.), Corporate epgnsurer's und Control- 
lep'@ Handoook (New York: rrentite-Hall, Inc., 1951), p. S&. 
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umes budget reports O°c@ prepaAredeind subwitited @s res 


= r > A 2x2 Jane cae “ > © 4 7 7 , 7 Ay 
Sees DY i2dividuel aenagement; usuelly montnily, querterlv, and 


they Siow a conps picon of » tual with ovdseted dollar seles, 
ond illustrate variance frem oud@met inadollers end center 
Mee by Deodwet ala 
class, (3) by sele 
DA’ neue . ie 


na 


. « arpritory by oroduct 
territory ov selesran, (4) by principal 


SS) 


t-te 


- cCompemiyeon of sebes cof units of inoividwel preoducta 
Bleo made to cover the planned profit. An analysis of the vari- 
G@meos of sales from Sudgeetsa sales will normally determine the 
Peerecuity. The fawlt may be with en individual sslesman, em sale 

meager, @ teaiiurs in communications, too smell] an sdvertising 

Paet, New corpstition, or s host of other reasons. In any Syvent 
Poe seles bradget has tcted 38s A control to spotlight the difficult, 
feiemeeonent may tele the correetive etion deemed necessany. 

The inventory Budget.--Control of inventory is a must for 


Pas 


SUV Of 
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re 


reaeerns, end in lberge bustnescs@e 


pre 


eny business for s var 
this must be dons oy an inventory budget, or xn inventory increass 
G@pecuecresss cCudget. ‘The reed for closes inventory control of peri- 
rt 


Shable items srd those subject toe quick obsolescance is obvious. 
ol 


3 
OD 


Mo OtnNer ma‘or reasons for con A the tying uv of working 
m@meival in inventories, and tae cosm® of storrge sorncs. “ihe compu- 
meron Of regcuired inventory brings to lizht any excessive in- 
vertoriss and raises the question of their disposition. The ine 

t Will not necessarily parrot the sales budgst @e 
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ot 
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litiltan Doris (ed.), vorporate Treasurer's snd Control 
Wer 's Handbook (New tork: Yrentice-Fall, inc., T951) p. i148, 
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ia : 
inventories may be sither high or low st the time the snles ovdget 


1s prepsred. 

An inventory budget report provides a compsrison of 
actunl with budgeted inventories. To 6» effective ss 9 control 

t must be compared with otner hudget reports to determine if the 

variances are ave to sales or production performence. Sometines 
the Transportation Diviston mey be the cause of the troubl3, as 
Meppens quite often in the case of integrated of1 convanies.+ 
mo De8an sifective control theifventory budget must be flextbe. 

Phe Production ocudget.--The production budget is based on 
tae aches end inventory budgets, and usually oy items. ‘The cost 
of production budget is one that receives consid3rable attention 
from top management. By the use of standards, production costs 
Gan usually be budgeted quite closely. vVeviations of actual from 
budgeted costs °s shown by the cost cf vroduction budget reports 
Spotlights the operation or segment of tne organization which 
apnosrently is falling down. lhe variations must be 2xplsined. 

Control of production costs is essSemtieal in any company 
meet, etl soon find itself in = bad fineneial condition. An 
Seelvysis of small business concerns which failed in 1955 made by 
the Wall “treet Journal indicated that failure to budest ond there- 


By control production costs was tne major cause of collapse.* 





Indapess by Mr. -ohn ® Schultz, Budset Maneesr of the 
Meiemcic Kefining Company to the Wavy Grsedunts Conptrollership 
Class, Veorge “asi ngton University, ~ecember 1, 1955. 


ve “. + ‘ 
Pala treet vournol, Uctober 25, 1955, p.l. 
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dee 
Production budgsts nave 2 collateral velue in enabling a 


So2eorn to maintain @ uniform lebor force, ard avoid layoffs; mo 
fmeor item today with tne nigh cost of labor end the snortage of 
@uasiified technicians. 


Dimect Materials Sudget.--Ihe direct mmtorials produceiom 


budget is obtained by converting the production budgets for items 


ed 


into terms of the materials wnich must go into them. Generally 
speaking, use standards are cpplied. Provided proper direct mater- 
meeetise Standards end dirsct material price stsndords are  3sedq) tae 
Girect materioals budget figures snould function satisfsctorily as 
meeemurc! for corparisor of actual with budgeted costs. Theses 
of the direct materials budget will make it apparent nen exces- 
sive scra»y is being mad2 or when mor? than the standard amount of 
materials sre being used because of poor enginecring trennigues. 

Alien H. Ottman says thet in addition to its regular 
feet ion tae direct matzerisis oudget is useful in cnecking the 
adequacy of storage space, checking the svility of vendors to 
supply materials, and scheduling matsericl vurchases.t 

The Lavor sudget.--Direct Inbor can be budgeted on the 
Meets OL proper standards. ihe selection of theses standards, which 
are the basis of tne lsvor budget is not a sirple process. Hecksrt 


Oia wilSon say: 


ine mere estimating of wnat thea lavor cost will o3, while 
amportv4ant for the coordination of operations and finance, 
pies MO Considerable contribution to the actual control 
of the labor costs. It is only when the procedure leads 
Me cxvciewve Stbay, snd im@mwiry into what under the cir- 
Cams tances, laser perfommances and the costs should be, 
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liallian Loris (ed.), Corporate Tressurer's and Control- 
ler's Handbook (New York: rrentice-Hall, Inc., 1951) p. lzz. 
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Limit 8 beasts 18 provided for control ... fhe use of the 


budget as a lscor control device denends upon the extent 
to which it is predicated on devendable standards.t 
bometimes direct-iniirect lavor hours can be budgeted 
peeinst units produced where the indirect labor can bs definitely 
assigned to certain operations. The indirsct labor must show vp 
ii the cost of goods sold in sone place. 

Heports of actusl labor hours snd costs are compared with 
the budgeted figures, and variances noted. If the prover stand- 
Bras have been used, virinnces inaicate either inferior or superior 
perform’nce of supervisors and/or forenan, unless some svecital 
mibor problem has develowed since the budget Was prepared. 

In analyzing labor costs it is necesasry to deternine 
that direct labor cherges sre not being cnarged to indirect labor 
iieeeier to projuce A good comparison with budget, end give the 
Spee trance of efficiency. 

selling Expense cudget.--Selling expense ts on item which 
een eesily get cut of hfrd end padically reduce profits; it must 
be controlled. In order to cortrol this expense most companies 
Peepers © solling expense budget. hese oudgets vary widely sanmong 
companies but if they are to function 2ffectively tnere must bs a 
@eeinite sssignment of control responsibility to individuals.* 


Here again, ectusl selling expenses (by salesman, section, 


tc.) sre compsred with tne buigeted figures. “henever possible 











l¥eckert and Melson, Ssusiness Pugigeting and Contrel 
(New York: Ronald Press Company, 1955), p. 175. 


“TIbid., p. 303 
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14 
Pio seteeenie Sxpenses should be allocated to product items. For 


example, some department stores charge the various small sections 
ment for the particuler space occupied in tne store, in order to 
equitably assign selling sxpense. 

the selling expense budget report is tne medium of ob- 

2) 
taining the data for control purposes. The following reports Brs 
important ir ecmtreoliing selling expemses: 
Summary of sales division by ssles department srd section. 
2e oummary of sales division by axpense clessificartion. 


5. oAles department by expense classificstion. 
4. Seles departnental section by expense classification.t 


ws AD 


pavertiasing Expense judge. -+iaverlising sxDenNse ie. 
Sontrolled. In some businesses tne budgets for advertising have 
meecouls SO large that they are contracted to advertising conesrns. 
fdvertising expense lends itself better to control than many other 
expense items, however. 

Althougn institutional cdvertising must be prorated among 
meectucos, most sdvertising programs are designed to foster the 
Seo Of ° particular voroduct sana can be budgetei nd charged 
against that item. Control of advertising expense nay sometimes 
Beet Or PY increase in the budget in orlier to move the product. 

The following reports shnovla efford sn effective period 
me yerr to dats conporison of aetual with oudgeted advertising 
Meese, nd show verisnce in aollars and percent: 

1. Oummery of rndvertising Yepartrent by expense classification 


2. Oummery Ol eadvertising program by individual sdvertising 
projects. 





Sa 


IE4ilian Doris (ed.), Corporate treasurer's and Control- 
ler's Handbook (New York: Prentice-Hall, Inc., 1951), p. 145. 
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ils: 
Oe Individual advertisirg projects by sdvertising cost bresak= 
Jown; for example, layout, srt work, engraving, print- 
aie, spaiee-ceoet, mailing, med the like. 


Administrative Expens? sudget.--Advinistrative expenses 
mast be controlled just as other sxpenses, bit they sre not 98 
Susceptible to assignment of responsibility as other sxpenses. 
Yhe assignment of sdministrative expense among departments end 
products nust be Jone with csre ss some sdministrative expenses 
beer = definite relation to budgeted sales volume, such ss bille 
Poe, Woile others have littie or no relationship to the budgeted 
makes volume. Other expenses become due and sre paid only once a 
year, and the question of prorating over the pariod srises. When- 
Seer possibic, however, administrative expense snouli be #lloeeted 
memeorodgucts, in order to determine what the sctual profit is on 
each item. 

mR unique system of controlling certain types of 30asaa 
trative expenses is practiced by the Atlantic “%sfining Corpany. 
The varicus opsrating elements sre allowed to decide whether or 
Mot, 3nd how mucn they desire in the way of staff services. They 
are charged 78 administrative expense for tne staff services the 
use.” 

Administrative expenss budgst reports arse used to compare 
Mecusl with budgetera ndministrative expenss. A period »nd year 


to date compartson cn bs provided by the following reports: 








Wa 52 
wWillian Doris (ed.), Cornorate treasurer's and Control- 
ler's Handbook (New York: Prentice-Hall, Inc., 1951), p. 146. 


“Nddreass by Mr. John M. Schultz, sudgst Manager of the 
Atlantige'Nefining Company in an sdiress to tne Navy Graduste 
Conmptrellership Class, George Wasnington University, December 1, 
ivoo. 
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1. Summery of administrative division Wy taministrative de- 
partment snd sections. 
we Summary of administrative jJivision by expense classification. 
5. Administrative devartment by expenses classification. 
4. Administrative departzentel section vy expenss classificn- 
tion.t 
Gapital Expense Bvudget.--Most corporntions rind it nec- 
essory to prepare long range forecasts of capital expenditures. 
Meee 1s necessery in order to prevent overexpansion while snsuring 
that adequate facilities will be svailaole for planned expansion 
meecds. in tnis latter connection it is closely sllied with the 
cash forecast 9nd ouvudget. fhe importance of tie capital expendi- 
tures forecenst depends upon the nature of the business, and the 
jong range aims. As an example, public utilities companies must 
budget end forecast capital expenditures well into the future. 
Capital expnenditurs estimates rust include ropleacement of plant «and 
meuapment 88 well as expansion; it is for tnis reason that 10 must 
be planned well into the future in order to assure thet the esasn is 
available or the necessary financing arriungements nave been made. 
The capitel expenditure budget is usually made for a year 
in advance snd is the most inflexible of the oudgsts used in busi- 
ness nd industry. wxuite often the onudget is broken jiown into in- 
Meevrduel projects for purvoses of better control. By classifying 
by projects management cam bettsr judges the worth of 2.¢en project. 
in addition to tne control inherent in ths estsblighm@eng 
Maeegits for specific 2nd ome bianket crpitnrl sxpenditures in 


the budget, further control] is provided for in most corpantes by 


requiring that a capital expenditure request be subnitted end 








Inillisn Doris (cu.), Corvorite PPesasvror's ani Control- 


@er's Yandbook (Yew York! FPentice-fall, Inc., 1 , De Ia 
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though the expenditure is providem forsin the budget. Thins 
permits 2 re-evalustion of the value of the exvenditure sgain at 
the tire ittlis «nde, 
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t budget report is the device used to 
effect 2 comparison of actual expenditures made for cavitsal invest- 
ment for compsrisor agsinst the budget. This can be ione for any 
time period iassired by management. These reports are often used 
to show the progress (percent completion) of various projects to 
top management »s it may be desirable to give sdded emphasis to 
Pome, or to slow down on others. 

The Cash sudget.--Like the cnpitel investment budget, the 
@esn budget is the short ronge, firm plan which is based on @ 


Meme term forecast. Ine cash budget summarizes the estimated cash 


‘ncome end the estimates cash disburssments ove 


| 


the budget period. 
mee cnsh Dudget ts important in ell companies because it. represents 
Gee liquid working capital which is svaileable to meet current obli= 
Bations. Without * budget for cash, it’s control world be ex- 
tremely difficult. One factor which makes it hard to ondget is 
Memeruliar disbursements, such %s prepayment of rent, insurence 
premiums, etc. In tne case of 92 company which is rapidly exnoande 
img Sales but is short of working capital tne casn budgst snows the 
Meeeasity of bank borrowings, or tne possible need to Irvetor sc=- 
@eun vs receivable. 


The cash budget report provides » period conparison of 


actual casn income and expnenditures with tnose budgeted. 
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Tne above budgets which are weed as controls in bwsiness 
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ike: 

Mave been briefly described as they are the most comron, nowever 
the budgets ised by = business will depend upon the nature of the 
business snd the needs of its man»gement. Zach of the sbove de- 
Scribed budgets is general in nature; suosidisry budgets by di- 
[eneom, £rPO: Dp, product, ssles branch, ete. will be meintainsd in 
many lerge companies. Other budgets which might be used sre: 
Gee Of Sales Oudgets, machine hour budgets, utilities budgets, 
feemeeoct Supplies buugets, general factory overhesd oudgets, 


"other" operating income snd expense oudgets, nonoperating income 


ang @xpense budgets, end others peculinr to certain companies. 
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SUDGETS 145 CONTROLS IN GOVERMENT 


inere are@ many government.) oudgets: national, state, 
county, *nd municipal, out only the oudget of the federal govern- 
ment of the United States will be discussed in this paper. The 
federal oudgst is of great importance to all of us in moeny ways. 
It provides for the many essential services wnichn we tend to take 
for grantea, such as national defense which is essentisl to our 
very existence, pure food °nd drug enforcement, the Mederel Courts, 
the Department of #griculture, the Immigration vervice, and 
thousands upon thousends of other services upon wnicn our welfare, 
meee individually ond eas a nation agepend. It is vital to us all, 
meme, in the tremenious economic impact wnich it nas; it can be 
mere LO Cause derressions, or to act 2s 4 balence to offset changes 
meecie private esconomy to produce tne most healthy economic con- 
Geerons, 2@ccoriingly 3s it is imprudently or wisely formulsted and 
executed. Inasmuch 7S 211 operations requirs money, tne federal 
budget really represents tne operating plan of our national govern- 
[eeo; in this sense it meets the business definition of a budget 
given in Chapter I, namely, that s budget is a coordinated opsrat- 
mie plan expressed in financial terms. 

However, the sirilsrity ctetween the federal budget ond 
those of business seems to stop at about this point. Just as the 
objectives of business ond government sre different, we must 
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eePeect their budgets to be different. W. Reutenstrauch points 


Gut thet: 


There is 8 fundamental difference between governmental and 
industrial cudgets, narsly tort governments first estimate 
their expenses snd then raise texes cr contract loans to 
COWer cCmen, ~hile businesses must first estimate their 
possible incois, or funds svailesols, and only then determine 
uneir most effective allocation end use in operating the 
business.l 


In discussing business budg3zts we describei several 
@eitferent types of oudegcts, all of which sre used by the same 
Meeiness. The rederal oudgst is one huge docwment, an executive 
budget, which is submitted once 2 year to Congress. It is a re- 
Gm@est Tor gppropristions to cover tne operetiocns cf tne government 
meme a One ye@r pericd. tne complete process cf buiaget formulation 
GaGa @exccution, including the legislative steps is a complicated 
and lengtny process which will not be described here, but will be 
memened on only as it relates to control. 

the enormity nd complexity of the federsl] budget can be 
BSttCer understood when we reslize, tnoat just to prepare the oudget 
for the defense depertmnent slone for one yer cost tatrty ~illion 
dollars.” F.C. Hosher, who made 9 detailed study of budget pro- 
eedures in the Department of Yefense states: 

@ne observer wspiring to unuerstand snd describe oudeeting 
in the military establishment today can hardly svoid the 
risks of oversimplification, overgeneralizine, snd iownritght 
Sveccur@ey. f16 process js so larpre in overall dimensions, 


Poe oor Wms To aets'is, ¢nd so compla® gs to defy compre= 
Heweton Ofe@ Siagle mind.” 


lw, Reutenstrauch, svdgetary Control (New York: funk 
Team imaeneallis, 1950), p. 4. 


“Paul Hacs, "Thirty Million Dollars Just to braft the 
Budget," The Controller, “ebrusry, 1904, p. O77. 








| SPC, Wosher, Program sudgeting (Chicago: Public fdmin- 
istration Services, 1954), p. 1:4. 
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Control as relates to tne federal budget is 9a rather 
qgifferent thing than the control sxerctsed in business as dis- 
cussed in the previous chapter. In bvsiness the bas‘c tdea of 
Beagzets 1s to control operations; to promote efficiency, and in- 
@rease profits. Control with regsrd to the federal pudget is 
pretty ruch linited to control over expenditur?s in the sense of 
Providing, or not providing the money for . particular program or 
part thereof. The business budget thet bears tne most reserbdlance 
bo the federrl budget is tne capital exnenditur2?s budget. Control 
Pr relation to the federrl budgst is generslly considered to be 
exercised in the Lrormulation ond sppropriation processes by 
@eiminatine, reducing, or increasing funds for specific programs. 

Control over expenditures as such, is further limited by 
the procedures whereby sprropristions ere held over from previous 
eee, )6=6CfO CU Ner restrictions on proper control is tne fact that the 
meeere) budsst looks shead for only one yesr 32ni lacks flexibility. 
the federal budgst aoes not lend itself to making 2 cozmpnsrison of 
figures to deterrine efficiency of operstion. 

Control of the budget is and has been the source of 4 tug 
of war between the legislative ond executive branenes. The control 
feeaes'*re] to foster or kill off perticuler programs, and the 
Climination cf nonessential or westeful expenditurss, nowever the 
question of power *nqd prestige his probably been 48 tore potent 
factor than the other two. Control of the feieral budget is exer-— 
cised in one form or snother by the Congress, the President, the 
Bureau of the Bedaeet (in th? name of the President), snd the de- 


pirtrents end egencies for whom the money is budgeted. 


S 
wretiaee © Or went Loreto le nd eevee we 


nlc #@ eeaticew of Peelovece laneae wi oly mali & 










ww Ta cree) wth eaeed due oh SOI CA Mens rey ov Al nhl 
~a) Lee axverda Pitu Arceery of A! Fem Tretnee ae whe a 


a 


eh bach esha ath Ge bangery w97e iskiah Mihai s <-> 
‘) que aii Tv gett tase 2999 beer - St secre ia — 
, OU ROTy Ty feteg © SOD YeTOO iL GRAN ZWOR™ tors Dt 
i Teeedtires tence end ac0oedews cealwo seatbear! art “creed 
FOO) .feeou weerdbinawne ani fuss ent at Heke! Desk 
eceos Ceo) meaner Lieverns =) denice Meet] ac! of Sutes 

qt wevrdocee ottaelcoowwiie bye Wag ammot ca wl teri 7 

rewrery oFthocdh& God ety alfAtioennt oye wether -4 et ete tenae 
fh aetiveds edet @f yGoue 6% Gree terse #ueses | Fotied 
afer COU wero Ole mde eroter tecmee gs eremeun eenpienatom 


aq 


@ 


















be 








“i atl? toe3 Bt! gf Loszoe Geqooud ai aemirotnrews senhy us 





a 
‘eT i ee)9 @OD0) ee <HeT 060 eluoeto!l beeen rood lenkue ce 





) Tee eeewes F Tbe oF Dlesi) bens Ae Some éewee! Leieeeg 

oo leeds “ty (oie peitie tetetet of srongtt 

- = Ee erscbe oe rebe Ao oh O/ Sek ger w Lmetieds, a4 

fess all . dey! epiv ante Poo wet ete bard ene weeWoo nancial . 
Ott hey Jyh, at lem iodee Bf I FEe Awe or) 6+) Costes Ta 
ie TORY Om pAceey RP ry te Tetee tee 45 Sst bmeeeies Te co teerreTse 
AWESe Or 7 OR GOR Pees eT eee Kee Sere To -ntdhewtee 
Si ey see ieceeees ane fo forse 3 .oet reo wt! sine Saye 
a0) ,THODE ee Te oe) eRe TET ee) ce “site =o ems Soe TF wsele 
av oct Dee (gee eet) cee th aie ce Oi) Ghee ett SO ere 
betas 4) Ye AY Gone 7a) RAR Actyt Her Petes 


Ze 
Congress is vested with the suthority to eentrol the 


Smelic purse, 9nd is tne suthority fom lLimappropramiidens, Tomas 
generally conceded by most students of the sibject that the efforts 
of Congress to control the operations or the executive by means of 
mee buasst have been insffective. Ifne efforts of Congress to 
promot? economy and effrictency via the budgetsry process nave also 
come to noveht. Congress has been unable to exercise any effective 
control becsuse of the nature? end ineffectiveness of the present 
budgetery process. Appropriations for exnenditures sre not ree 
emeeieeo rewenus in the Congressional procedures, elthough this is 
dons in the President's budget message. ‘the establishment of the 
Meecutive budget was a great step forward end Harold D. “mith, a 
former budg?st director states, “ith tne development of an exe- 
Ma Sxecvelivs oudget 
cutive budget, Mmansgement, legislative controls have become more 
effective."! ithe requirement of the prosentation of » “program 


budget" by the Department of Defense -lso should have increased 
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ieeecsiative control. However, because of tne processes and the 


zed 


0D 
re 


Meeeecudecs Of most congressmen tnese steps have not been util 
GO wdventage in exercising control. 

One reason Congress nas been ineffective ir exercising 
eontrol is its refussl to nave 9 real program budest sand evaluate 
programs against cost and results. Hven though Congress did pass 
a bill requiring the Department of Defense to submit 2 program 


budget, it has rot vecn properly used, and the military depsrtments 


are required to vresent back-up matrorisl so that Congrrassmen can 











Tusroli D. Srith, “The svdget andi Executive Management," 
Public Adrinistration naview, Surmer, 1944, p. 187. 
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evelu%ts on the besis of Tinutiae or their own local interests, 
The questions of whether a .,cvder plant is to be bvilt in» cer- 
tain locality, or tne number of secretaries in an »sgency apnears 
BO be of nore interest than matters of real policy which should be 
judged by the Congress. 

Another reason Congress cannot sxercise control is the 
procedure wnich denies most congressmen any vcice in tne aprropria 
mon process whnetever. All the hearings on Spproprietions ane 
held by the subcommittess. itiven the whole Appropriations Committee 
Pemsiaers bills superficially snd ususlly sends them to the floor 
as presented. the cvernage uninformei congressman has no oppor- 
Bunity to know any or the detsils of san anvropristion. “hat con- 
Deol is exercised is exercised by the cnAirman of tne subcommittee, 
wno by virtue of his position is tne only rember with the oppor- 
tunity to do so. 

mie Congress ettempts to exerciss budgetery control over 
ireirs emeocuTtive wetions oy highly specific spnropristions, 
committee reports, and requiring aetailed estimates of 2x- 
penditures.l 
Meese ettempts at control sare not reslly control at all, but 
atterpts to keep control from the executive brarch «nd serve 
mainly to create adaitionsal work and expense. 

Congressional control of the budget aftor eractment is 

not sasy. Ine money is svailable to ths executive devoartnent for 


the nurposes specified, end it is free to go ahend snd spend the 


mercy. The only control retrinsa by Congress after the 





Tspthur Snithies, the studgetary Process itn the United 
States (New York: McGraw-Hill Book Company, Inc., 1955), p. 138 
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appropristions have been meae is thet exercised by tne General ‘c- 
Comnting Office under tne Comptroller Genersl], an agency of Con- 
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Comptroller Geneérsl is the final settler of 811] claims 
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gress. 
egainst tne government. His control is limited to refvsal to pay 
cleims for expenditures wnich ne rules were not within the intent 
of the Congress (legality.) ‘rthur Smithies has this to ssy in 
meeera FO the effect of this control: 

Whether the certrsl settlement of sccounts tn fact pvroduces 

Peenemy 1S 42 hwehly debatable md much abbated question. it 

cannot be sssumed that overy saving accomplished by the 

Comptroller General weruld not have been acnieved had main 

mesponsibility been reposed in the departments concerned. 

And the time and effort involved in santisfvine tne Comptroller 

Generzl's requirements must oo seat sgninst those savings. 

the expenditure committees of Congress herve slso vroven 
to be ineffective insofser ss control is corcerneid. ‘The major 
reason for this is tnat tnoy rre comrletely tsolatei from the 
Apvropristion committees. they have pretty much lirited them- 
selves to ocenssionally bringing to light sometning good for pub- 
ieemoy, such #9 discovering how many oyster forks the Navy has on 
hend. 
me control Gxercised on tne federal oudgeet by ths frecie 

dent nd thse Bureau of the svdge2at will be disei.ssed together as 
mee bureau of tho Buamcet is in the Executive Office of the tresi- 
@eme 8nd acts in nis name. Only the most important items Pre 
referred to the President himself. vrobsably nis rost important 


function in regard to the budget *s to weten it's effect upon the 
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Lppthur Smithies, The Sudgetery rrocess ip the United 
otates (New York: ‘WMeGraw-Hill Book Company, Inc., 1955), p. I5e. 
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national economy with the sdvice of tne Courcil of Economic 
MAVisors. 

For many years tne President had little control over the 
budget, but the estsblishment of the Presidential (exea tive) 
budget put much rore power in his nands. Ne.uests of individual 
G@epertments end agencies for approprintions sre ~ow submitted to 
the izuresu of thse Budget snd incorporated into tne executive budget. 
Maecle process 211 the requests for funds are thoroughly reviewed, 
Meee sOne Oeing reducel ent othars sliminated. Tnis enables the 
Peesiagent to control programs to tne sxtent ne desires. 

“fter the sppropristions nave been meade ths President has 
@® further control in tne apportionment system. Under this system, 


established by law in 1950, the President may require the appor- 


= 


feeerrient of funds over thse budget period rend may al 
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Oo reyvire de- 
partments to nolid certain funds es reserves, which in many cases 
meee May rot be allowed to spend at *ll. Here cgsin, the control 


memeaniy one to limit experditures and pronotes efficiency only 


in the sense that vrograms proven not nesded or rot desirable can 
be dropped. 

The power wielded by the surenau of tna Uvdget in voth the 
formilation 2nd apportionnent processes is tremenndous. All aporo- 
mriation requests ere challenged md must be justified in the 
Peery of the Budget. ‘According to the Deputy Comptroller of the 
Mey, the tinal decision of *he Buragau of the Uvdgst is seldom 


Chalisnged by the executive departments. In. period of five 


years the Navy Depsrtment took only one issues to the President. 
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In actual practice close liaison is msaitntsined with the sureau of 


ths Sudget jin preparing apnoropriation re.uests to ensure that they 


wil] not b@! challenged when reviewed. ! 
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eubeavisions of departments it) thot appropriations any be snifted 


3 


m11l flexibility is allowed the departments and 
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Prom one item to snother to meet a changing neeh, but eny request 
for use of reserves must be justified to the sureau of tne Budget. 


Pegeralily 2 reduest for tho use of reserves for 2 particuhar 


Oo 


project involves a review of the entire related 


E 


udget ror thes 
department. 

As with Congress, the control exercised with the budget 
by the President “nd the Bureau of the Budget is limited pretty 
maen to controlling sxvenditures, end littie is ecconplished to- 
weraepremoting efficiency in the process. 

The budaet is used ss 1 contrel to some extant within the 
impagividusl depertnments. rrograms are sstablished snd the funds 
meeeoecery to sypport them computed. Justification of tne request 
for funds must be mede. Within the vepartment of Defense all 
requests for nppropriations end for spportionments receive several 
reviews at various levels, and the sppropriate versonnel are 
Meesent to defend their projects. Meany lsrge cuts are made before 


the depertnent requests ever reacn the sureau of the sudget. 








iagdress by tear Admiral Clexton, Deputy Conptroller of 
the Department of the Navy, to the Navy Graduate Comptrollersnip 
Class, Goorge Vasnington University. 

“tddress by Mr. Simnons, Budget Section, guresu of Snips, 
to the Navy Graduate Comptrollersnip Class, George “ashington 
University. 
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No discussion of control as related to the federal buiget 
would be complete without some mention of comptrollership. In a 
memorandum written November 135, 1950, the “ecretary of the Navy 
stated: 
the comptrollership provisions of the Néetional Security ‘et 
Peendments of 1949 and its statutory history, as well es tne 
Hoover Commission hesrings waicn led ultimately to the 
Mecurity “ct Mséndments show that it was Ltme intent ef Come 
tress to nave the fiscal system of the military jepartments 
resemble that of private business ss closely ss tne funda- 
WMents] iifferences between tnem would permit. 
FP. GC. Mosher, in his study of budgeting in tae militemy 
department ssys: 
mee COnNtrollier concept in business snvisages a company offiGer 


Who is part of top management at » levei avove cperating 
meemeouts Of tne organization gna having direct access to tie 


principal msnager. All four vefense Departmant Comptrollers 
* ~ C] e 1 5 i) 
mOolLlOW thie’ pattern feithfully.¢ 


Meenough the Defense Department Comptrollers fit into the organi- 
Zational pattern in such the same way ss controllers in private 
industry, the amount snd manner of control they exercise is 
@iaterent. Their job is the review of budget reuvests based on 
bne approved programs snd recommending cuts based on psst exnperi- 
ence ind a knowledge of wnat the total smount of money wnich will 
be aporoved will probsbly be. desrings sre neld vith the top 
operations] executives present, snd tne decision 23 to whether the 
Gos Wili be made or not rests with the latter. 











Ivemorandum fror @ Hon. francis P. Matthews, oOocretary 
e tie Wevwy to the Svrenaus, Offiess, and soards of tne Navy 
Department, November 15, 1950. 
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“P.C. Nosher, Program judgeting (Chicago: Public ‘\dmin- 
miaweron service, 1954), p. ada. 
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Here again, the function seems to pe one of limiting 





unts of money for specific purposes; l“ttle is done in the 


eld of proroting efficiency. 
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> SUMMELRY AND COMPARISON 


Ye have seen in Chapter II how budgets function es con- 
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mols in buainsss, snd Chapter ITT how the federal cudeet 
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Meacticns 7S = control government. Lerge dissimilarities have 
been noted. 

In ovusiness many detriled budgets sre prepered for dif- 
ferent aspects of tne operation. Ths saetunal costs or #=xaenditures 
ers periodically comprrea with the budgeted costs or axpenditures 
and variances noted. ithe ressons for tne variances are then de- 
termined snd the management takes whatever corrective action may 
pe necessary. It can be seen that in this way the onerstions of 
the corpany are closely watched and controlled. tne budget is the 
Meer ci control. 

In looking into the operation of the federsl budget,on 
tha otner hand, we find tnat control menns sometning alse. The 
@eeerol ts not much more then the limitation of funds; tne budget 
“nowever is still the tool of control for in it ars contnined all 
tae Operations of the government for the oudget period. the pro- 
gram budget, as used in the Department cf Defense, end to some 
extent in the Department of Agriculture, makes it possible to 
exercise this control in 2 more intelligent rashiton but we find the 
Comeré=as reluctent to use it. The use of the budget =s 4 control 
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im government 39 it is used in industry is restricted pretty much 
tO governments] corporstions, sand to lower echelons in the other 


Gepartments woich function on 


Mad 


n ingietriye! Goheis, stich “acl tie 
Overhevl end “epsir Department of » Kaval fir Station, or a Naval 
Shipvard. 
However, before being too critical of the seeming lack of 

Con®rc] in the use of the federel budget, we nust reslize the meny 
Beem erences \Yebwsen sovernment opsrations and those of business. 
me v. Wosher says: 

Controller's grew up to mest tn? demanas of increasing 

complexity anid bigness in private enterpriss. In that realm 

shey have proven useful....ihe vefenss Orgeenization's funce 

tions sre public snd governmental; the processes anu Luctors 

even ie Ga Oo decisions concerning it are politicAlis the 

neasurement of performance in terms of objectives in pence- 

came Ie pelitical, and iv wertime resws upor military Se 

€ee2 or failure, ultimately upon national survival. 

the promotion af sconomy and effrictency in governmental 

operations must take place °t exseutive levels within the orerst- 
Meaeeaepartments. In this sense the federal budget itself is not 
Meee) Of control. individual budgets for industriel] tyvoe enter- 
Poems C2n be used in ths same manner as in private business, but 
there sre many difficulties whicn stem from the basic philosophy 
and purpose of gfsovernnent endenvor. For exsmple, st a shipyard 
it may be good judgement to maintain a heavy espital investment 


in machines which sre seldom used, but must be aveitlable in case 


of amergency. There sare others and I gu3ss we must conclude also, 
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leoc. Mosher, Program sudgeting (Chicsgo: Public cdmin- 
istration Service, 1954), p. «19 
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is s dollars snd cents profit motive as there 





private business. 
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